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Canada’s Approach to the 
Problem of Overlapping Taxes 


by A. E. Buck, /nstitute of Public Administration 


INCE Canada is our next-door neighbor to the North and a continent-wide federation pat- 

terned after our own, its approach to the problem of overlapping taxes should be of more 
than passing interest to the American taxpayer. Our national and state governments are getting 
more and more bogged down tax-wise in their efforts to finance themselves, particularly since 
World War II. Canada, likewise, has experienced an aggravated situation growing out of the 
competing tax demands on the part of its dominion and provincial governments. But Canadians 
have not sat idly by or just let the matter drag along; they have taken some rather important 


steps in seeking a remedy. Their recent efforts 
to find and establish a satisfactory and work- 
able system of federal finance are certainly 
worth our review in some detail. 


Study by a Royal Commission 


Canada’s approach to the financial problems of 
federalism was fully buttressed by the compre- 
hensive findings of the Royal Commission on 
Dominion-Provincial Relations, which reported in 
1940. Unfortunately, we have yet to make such a 
thorough study of our federal-state relationships. 
The report of the special Committee on Intergov- 
ernmental Relations, made for the Secretary of the 
Treasury and submitted to Congress in 1943, was 
only a beginning in this direction. Later studies 
which were made for the Hoover Commission in 
1948 were also largely of a preliminary character. 


The economic conditions growing out of the 
great depression of the 1930’s made it necessary 
for the Dominion Government to take some definite 
and, if possible, long-range action with respect to 
federal finances. During the latter years of the 
depression most of the nine provinces found great 
difficulty in financing their governmental functions, 
to say nothing of contributing taxes to the support 
of the federal government. Only Ontario and 
Quebec were amply able to take care of all gov- 
ernmental] requirements. The three Maritime Prov- 
inces, New Brunswick, Nova Scotia and Prince 
Edward Island, were .in financial straits most of 
the time in spite of their habitually frugal adminis- 
trations. The three Prairie Provinces, Manitoba, 
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Saskatchewan and Alberta, were in precarious cir- 
cumstances because of continued droughts and crop 
failures, together with low prices, in their principal 
farm product—wheat. British Columbia was some- 
what more fortunate because of its diversified in- 
dustries. Newfoundland, which had not yet become 
a province of the Dominion, was virtually in a state 
of receivership during the depression. 


Faced with this situation, the Dominion Govern- 
ment set up in August 1937, the Royal Commission 
on Dominion-Provincial Relations (popularly 
known to Canadians as the Rowell-Sirois Commis- 
sion after the two chairmen which the Commission 
had during its existence). This Commission was 
instructed to make a searching inquiry into the 
structure, workings and finances of the federal 
system. It spent about three years at the job, held 
extensive hearings in all the provinces, and, with 
the aid of a large and able staff, came up with a 
voluminous but penetrating report on the situation. 
Unfortunately, this report was published in May, 
1940, after Canada had become involved in World 
War II, and hence it really never received the 
public attention it deserved. 


The recommendations of the Royal Commission 
concerned the relative financial burdens of the fed- 
eral and provincial spheres of government and 
emphasized the handling of social services and 
provincial debt charges. The urgent need for some 
far-reaching changes in these spheres was stressed. 
The Commission thought that relief for all em- 
ployable unemployed persons in Canada should be 
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provided entirely by the Dominion Government. It 
also felt that the Dominion Government should also 
be permitted to establish unemployment insurance 
and a national system of employment offices. The 
provinces and the municipalities would continue to 
be responsible for unemployables and for other 
forms of social service, but with the aid of 
“national adjustment grants” to some of the 
provinces, which would at least provide for average 
Canadian standards. The Commission proposed 
further that the Dominion Government should 
assume all existing provincial indebtedness, and 
that machinery should be set up to control future 
provincial borrowings. To enable the Dominion 
Government to finance these new services and added 
debt charges the Commission recommended that 
the provinces should turn over to the Dominion the 
exclusive use of the income, corporation, and estate 
tax fields. The Commission felt that these taxes 
could be administered more efficiently and equit- 








ably by the Dominion Government. The Commis- 
sion also suggested that the Dominion Government, 
while retaining its unlimited powers to tax, should 
undertake to preserve the remaining revenue 
sources of the provinces. Finally, the Commission 
proposed that the right to al] existing federal sub- 
sidies would be surrendered by the provinces. 
Although the Dominion-Provincial Conference 
of 1941 (called to discuss the report of the Royal 
Commission) ended in deadlock and failure after 
meeting for only two days, the actions of the 
Dominion Government during the war period were 
largely influenced by the recommendations of the 
Royal Commission on Dominion-Provincial Rela- 
tions. The British North America Act was amended 
in 1940 to give the Dominion Government authority 
to establish a nation-wide system of unemployment 
insurance. In connection with this system, the 
Dominion took over the provincial employment 
offices and set up a national employment service. 
Shortly after the failure of the 1941 Dominion- 
Provincial Conference, the Dominion Government 
asked the provincial governments to vacate the 
income and corporation tax fields for the war 
period. This request was formally acceded to in 
1942 by the adoption of taxation agreements be- 
tween the Dominion and the several provinces, 
extending for the duration of the war and one year 
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thereafter. Under these agreements the provinces 
were compensated by the Dominion Government 
for their losses on the basis of what their income 
and corporation taxes earned for each of them 
during 1940. In conjunction with the taxation 
agreements, the Dominion Government indirectly 
assumed the debt charges of five of the provinces— 
Alberta, Saskatchewan, and the three Maritimes. 
Since the Royal Commission had suggested the 
inheritance tax for federal purposes, the Dominion 
Government levied such a tax for the first time in 
1941. This tax operated in competition with the 
inheritance taxes of the provinces (and still does 
for that matter, except in the seven provinces which 
have withdrawn from this tax field under the tax 
rental agreements of 1947). 

It is apparent therefore that Canada, under the 
compulsion of wartime financing, made marked 
shifts between the Dominion and the provincial 
governments not only in the redistribution of some 

















important functions but also in the reallocation of 
vital sources of taxation. Wartime financing in the 
United States brought very little change in the dis- 
tribution of tax sources between the federal and 
state governments, except to add to the further 
overlapping of many taxes and to make for more 
work and confusion in tax collections. It did not so 
much as serve to put federal and state income taxes, 
for example, on the same basis so that a single 
report might be used for dual collection and audit- 
ing. Even before the war four of the Canadian 
provinces had turned over the collection of their 
income taxes to the Dominion Government. This 
arrangement was made possible by having the 
Dominion and provincial definitions of income the 
same, even though deductions, exemptions, and 
rates were different. The provincial income tax was 
collected on the basis of the federal return, thus 
saving each taxpayer the time and effort of making 
out and filing two different returns. 


Postwar Proposals of the Dominion Government 


Immediately at the close of World War II, the 
Dominion Government realized that it could not 
return in the postwar period to the federal finance 
structure which had existed prior to the war. The 
Government therefore made plans for new and 
permanent fiscal arrangements with the provinces. 
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These plans were presented to the premiers of the 
provinces at the Dominion-Provincial Conference 
on Reconstruction which met in preliminary session 
on August 6, 1945. 


The Dominion Government hoped to bring about 
the stabilization of the sources of provincial 
revenue and the maintenance of provincial services 
on a satisfactory and uniform basis across the 
nation. Its proposals therefore included the re- 
allocation of some governmental functions between 
the Dominion and the provinces and nation-wide 
programs for public investment and social welfare. 
These programs were to be financed through the 
exclusive use by the Dominion Government of the 
income, corporation, and inheritance tax fields, for 
the vacation of which the provinces were each to 
receive a “rental” subsidy from the Dominion. 


The public investment program divided the field 
of public works between the Dominion, on the one 
hand, and the provinces and their municipalities, 
on the other, depending upon which one could best 
perform the activities. The Dominion Government, 
however, proposed to give assistance to the 
provinces in conducting their part of the public 
works in order to gain control over the timing of 
all projects. While this applied to a large segment 
of public works, it was recognized that some 
projects were inflexible as to timing, that is, they 
could not be expanded when employment was slack 
and contracted when it was buoyant. With respect 
to the flexible portion of public works, the prov- 
inces were to receive “planning grants” equal to 
half the cost of preliminary work, and “timing 
grants” for accepted projects, determined by the 
Dominion .Government at the beginning of each 
calendar year in the light of current economic con- 
ditions and the employment situation. 

The social welfare program embodied an exten- 
sive health plan for the prevention and cure of 
diseases, the training of handicapped persons, a 
national health insurance service, old age pensions 
administered by the Dominion Government, and 
unemployment assistance in addition to the unem- 
ployment insurance scheme. The cost of some fea- 
tures of this program was to be met entirely by the 
Dominion Government, while that of other features 
was to be shared with the provinces. 

The foregoing proposals of the Dominion Gov- 
ernment differed from those of the Royal Commis- 
sion on Dominion-Provincial Relations in at least 
three important respects. They extended rather than 
curtailed the use of conditional grants, or grants- 
in-aid, especially in connection with the proposed 
national health program (the Royal Commission 


had turned thumbs down on new conditional grants 
and had criticized the administration of the existing 
ones). They disregarded the Royal Commission’s 
scheme of national adjustment grants based on 
fiscal need, and offered instead a new version of 
the old system of unconditional subsidies, cal- 
culated on a per capita basis of gross national 
product. Finally, they ignored the assumption of 
provincial debts by the Dominion Government, 
which the Royal Commission had offered as the 
main compensation to the provinces for vacating 
the income, corporation, and inheritance tax fields. 

The Dominion-Provincial Conference on Recon- 
struction met in committee meetings over a period 
of about nine months for the consideration of the 
Dominion Government’s proposals. A final session 
of the Conference was held for five days, and ended 
on May 3, 1946, in wide disagreement. Although 
the Dominion Government had revised its proposals 
rather extensively with respect to the financial pro- 
visions, neither Ontario nor Quebec were willing 
to accept them. The real snag seemed to be the sur- 
render of the inheritance tax to the Dominion Gov- 
ernment. It was argued that this tax related to 
“property and civil rights,” matters that were en- 
tirely within the provincial sphere. Although the 
Dominion Government refused to concede this 
point, it offered some concessions to the provinces 
which wished to remain in the inheritance tax field. 
It was also argued that certain taxes constitute 
suitable sources of provincial revenue, and that the 
Dominion Government ought to withdraw from 
them. Later the Dominion Government recognized 
this argument by withdrawing from certain minor 
tax fields (gasoline, electricity consumption, 
amusements, and pari-mutuel betting) and left 
them entirely to the provinces. But these conces- 
sions were not enough to win the support of 
Ontario and Quebec for the Dominion Govern- 
ment’s proposals. 


Dominion-Provincial Tax Rental Agreements 


In June, 1946, the Dominion Finance Minister 
revised the Government’s proposals, limiting them 
largely to the fiscal provisions, and made a bid for 
acceptance by the individual provinces before the 
expiration dates of the wartime taxation agree- 
ments. The provinces still hesitated, and the pro- 
posals were again revised in January, 1947. This 
time they were put solely on a fiscal basis and did 
not embody the public investment and social wel- 
fare features. The principal issue was to set a 
“rental” subsidy acceptable to the provinces for 
the exclusive use by the Dominion Government of 
three major tax fields—income, corporation, and 
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inheritance. Seven. of the nine provinces, Ontario 
and Quebec excepted, then indicated acceptance. 

The Dominion Government’s fiscal proposals 
were embodied in the Dominion-Provincial Tax 
Rental Agreements Act of 1947. This act outlined 
the general terms and conditions governing the 
financial agreements between the Dominion Gov- 
ernment and the provincial governments accepting 
the arrangements. It specified the minimum annual 
payments which the Dominion Government guar- 
anteed to the agreeing provinces. Before the close 
of 1947, seven provinces had accepted the Domin- 
ion Government’s proposals, enacted supporting 
legislation, and signed agreements to refrain for a 
period of five years from levying income, corpora- 
tion, and inheritance taxes. Ontario and Quebec 
have still not accepted the proposals. Newfound- 
land, which was admitted as the tenth province on 
March 31, 1949, was given until the end of year 
to accept the tax rental agreement on the same basis 
as the other seven provinces. 


Under the tax rental agreements each province 
receives a guaranteed minimum annual payment 
which is subject to adjustment upward for increases 
in provincial population and in gross national 
product per capita, averaged over the last three 
years. For Prince Edward Island, however, the guar- 
anteed minimum is a flat sum of $2.1 millions. The 
other provinces were given a choice of two methods 
in determining their guaranteed minimum annual 
payments. The first method involved $12.75 per 
capita based on the 1942 population of the prov- 
ince, plus 50 per cent of the provincial tax receipts 
from income and corporation taxes under the war- 
time taxation agreements, plus the amount of the 
statutory subsidies payable to the province in 1947. 
This method was most advantageous to six of the 
provinces, Alberta, British Columbia, Manitoba, 
New Brunswick, Ontario, and Quebec. The second 
method involved the payment of $15 per capita on 
the basis of the 1942 population of the province, 
plus the statutory subsidies. It was most favorable 
to Newfoundland, Nova Scotia, and Saskatchewan, 
which made only limited use of the income and cor- 
poration tax fields in 1940. The guaranteed and 
adjusted annual payments are shown for each 
province in the accompanying table. 

The total annual cost of the Dominion Govern- 
ment’s complete program, including public invest- 
ment, social welfare plans, and tax and subsidy 
revision, has been estimated at about $600 millions 
for the Dominion and from $200 to $300 millions 
for the provinces. The full implementation of the 
program could therefore increase the Dominion 


46 





PAYMENTS BY THE DOMINION 
GOVERNMENT TO THE PROVINCES 


Guaranteed Adjusted 
Minimum Annual 

Annual Payments 
Payments for 1947 


(In millions) 

Newfoundland $ 64 6 
Prince Edward Island 2.1 $ 2.3 
Nova Scotia 10.9 12.1 
New Brunswick 8.8 9.5 
Quebec 56.4 63.4 
Ontario 67.2 74.4 
Manitoba 13.5 14.5 
Saskatchewan 15.3 15.8 
Alberta 14.2 15.3 
British Columbia 18.1 21.4 


Provinces 


$212.9 


* Newfoundland had not yet become a province of 
the Dominion. 


Total $228.7 














Government’s postwar expenditures by approxi- 
mately a fourth and the provincial expenditures by 
about a third. But the scope of the program was 
greatly limited in the final arrangements with the 
provinces which resulted in the tax rental agree- 
ments of 1947. For five years the seven agreeing 
provinces will receive annually from the Doininion 
Government an average of about $90 millions, as 
compared to about $40 millions paid to them in 
1945 as subsidies and as payments under the war- 
time taxation agreements. Even so, the agreeing 
provinces started expressing disappointment within 
a year over the fact that the public investment and 
social welfare provisions of the Dominion Govern- 
ment’s earlier proposals had not been implemented. 
But the Dominion Government refused to go 
further until all the provinces had accepted the 
provisions of the Tax Rental Agreements Act. 

As Dominion-provincial matters now stand in 
Canada, the Dominion Government has complete 
control of three major tax fields in seven of the 
ten provinces. This megus th.t until about the end 
of 1952, when the present tax rental agreements 
expire, multiple taxation can be minimized or even 
eliminated inthe area of the agreeing provinces, 
and the Dominion Government can adjust the tax 
rates and conditions over a large part of Canada in 
accordance with its general budget policy. At the 
same time, the agreeing provinces have been pro- 
vided with a large sector of stable revenue, so that 
their governments know definitely what to count on 
in the way of income available to meet provincial 
budgetary requirements. 





